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The stee! strike dominates the immediate business 
scene. It came at a time when the economy was moving 
ahead vigorously. Its immediate impact was confined 
largely to the industry itself, and to ancillary lines like 
the railroads. Even so, the heavy weight of steel in our 
economy is shown by the fact that the strike brought 
about a decline in the index of industrial production in 
July and August. 

Operations in most steel-using plants continued to 
advance through mid-September. In the process, steel 
inventories have been drawn down. In many cases, com- 
panies are now close to the point where production must 
be curtailed for lack of particular types, sizes or specifi- 
cations of steel products. 

Consequently, an early end to the strike is important 
if spreading shutdowns and unemployment are to be 
avoided. At the same time, a settlement that contributes 
to increased productive efficiency and avoids the neces- 
sity for a price increase is important to the nation. This, 
then, is the challenge to economic statesmanship — one 
that must be met if the nation is to remain strong and 
prosperous. 


When the mills resume production, they will face 
intense demands. Steel inventories generally are below 
minimum levels. To rebuild them will mean high-level 
steel operations for many months. 

Meantime, other developments point to a rebound in 
industrial production once steel is flowing again: 


@ Reports are that auto output is scheduled at a 7.6 
million annual rate in the fourth quarter; 


q Inventories outside the metalworking lines are also 
low in relation to current and prospective sales; 


@ Business plant and equipment expenditures are on 
the rise while state and local government spending 
is still increasing. 


Thus, an early settlement of the steel strike could 
lead to a renewed period of economic expansion. The 
fourth quarter could see a rise in over-all production 


that would reduce unemployment to the minimum levels — 


associated with full prosperity. And the nation’s annual 
rate of total output of goods and services might top the 
half-trillion dollar mark. 


Strength in consumer markets has been a major 
factor in the expansion in business activity since the re- 


cession low in the first quarter of 1958. In the past 


eighteen months, consumer expenditures have increased 
by more than $30 billion, or over 10%. That’s more than 
50% of the increase in gross national product. 


Consumer credit has been an active force in the 
rise in consumption. In recent months, the net increase 
in instalment credit has been adding about $6 billion to 
the annual rate of consumer purchasing power. That's 
somewhat above the figure in 1955, when the rise in 
instalment credit was a source of widespread concern. 

Consumer income is larger now. Thus, the bigger dol- 
lar increase in instalment credit equals 1.9% of income 
after taxes — slightly less than the ratio in 1955. More- 
over, credit terms have not been extended and liberalized 
as they were in 1955. 

Nevertheless, trends in consumer credit will bear 
watching. The net increase in the annual rate of instal- 
ment credit in recent months has resulted from: 


@ Extensions of new credit at a rate of $49 billion a 
year, or almost 15% of consumer income; 


@ Repayments on past instalment credit at a rate of 
$43 billion, or almost 13% of income. 


Postwar experience would suggest that consumers are 
reluctant to build instalment debt up to the point where 
repayments take much more than 13% of annual income. 

Auto purchases have generated 47% of outstanding in- 
stalment credit recently (versus 68% in 1955). In dollar 
terms, auto sales this year will be larger than in 1955 
and new credit extended may run as much as $1% billion 
above the 1955 total. But repayments on past auto credit 
contracts will be substantially higher. So the net increase 


may be only a bit more than half that in 1955. 


A good sales year for the 1960 car models would in- 
volve some further rise in the amount of new instalment 
credit extended. With restraint on the part of consumers 
and lenders, however, the net increase in credit could 
be held in line with the prospective growth in consumer 
income. Such restraint is important in avoiding a repeti- 
tion of the pattern of 1955, when a too-rapid extension 
of credit and relaxation of terms contributed to a bunch- 
ing of sales of autos and other products and a decline in 
the following year. 
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OUR STOCK OF EQUIPMENT HAS 


MACHINERY VS. PLANT 


Will Manufacturers Continue to Stress Equipment Investment? 


A significant shift has taken place in manufacturing 
capital investment in the past two decades. The amount 
invested in equipment has grown rapidly, while invest- 
ment in plants has shown little growth. Measured in con- 
stant dollars, equipment has grown from less than half 
to slightly more than the value of plant (including not 
only factory buildings but also petroleum refineries and 
other structures that may not have a roof ). 
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DATA! DEPARTMENT OF COMMERCE 


What explains the emphasis on investment in equip- 
ment? Is it likely to be permanent? 


A Look At The Record 


At the end of 1939 a balance sheet in constant (1954) 
dollars for all manufacturing companies would have 
shown investment after depreciation of $35 billion in 
plant and $16 billion in equipment. This relationship in 
which the value of plant in use was about double the 
investment in equipment had persisted for many decades. 


The shift in emphasis towards equipment began dur- © 


ing World War II. At the end of 1945 equipment in- 
vestment was two-thirds of the plant total. 

In the 1945-58 period about $2.50 was invested in 
equipment for every $1 put into plant. By the end of 
1958 the net value of equipment in constant dollars had 
increased to $47.5 billion as against an investment of 
$44.2 billion in plant. 

In other words, manufacturing companies have man- 
aged to turn out a greater volume of output per square 
foot of floor space. The increasing efficiency in the use 
of floor space has been possible because of a series of 
technological developments. Fork-lift trucks stack goods 
to the ceiling. The application of more power per ma- 
chine means greater output in the same floor space. 


Price Trends 


A basic factor underlying the drive for more output 
per square foot has been the shift in the relative cost of 
equipment and plant. Largely because materials prices 
and wage rates have soared, building costs have gone up 
much more rapidly than equipment prices or, for that 
matter, the general price level. The available price and 
cost indexes are far from perfect, but the changes they 
show are so dramatic that the general tendencies must 
be realistic. 

Using 1940 as 100, the index of building costs by 
1948 had risen to 230 whereas the equipment price index 
had gone up to 150. In other words, the cost of putting 
up a building rose 50% more than the cost of investing 
in new equipment. 

This rapid rise in the relative cost of plants underlies 
the drive to turn out more per square foot. It is another 
example of the way a free price system operates. 


What Of The Future? 


The spread between plant and equipment costs appears 
to have stabilized, or declined moderately, in recent 
years. Thus, the incentive to press further in economiz- 
ing in the use of floor space has been diminished. At the 
same time, there are obvious limits to the process of 
cramming more equipment into existing plants. 

Consequently, the adjustment to the new ratio of plant 
to equipment prices may well have been completed. In 
the past five years, the ratio of investment in equipment 
to plant has moved down to about 2 to 1, compared with 
5 to 1 in the previous five year period. 

Short of new developments in price relationships or 
technology, the next period of expansion in manufactur- 
ing capacity may involve a heavier emphasis on plant 
construction. Thus, the ratio of equipment to plant in 
use might stabilize at close to its present level. This 
would mean that building would move ahead along with 
the general advance in capital investment. 
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MILL ELON PERSONS 


CONSUMER MARKETS IN THE 1960's 


This is the threshold of the 1960’s —a decade widely 
expected to be one of striking growth and change. De- 
scriptions of the years ahead are replete with exuberant 
adjectives, increasing magnitudes. 

What are the facts about the coming decade? What 
can be foreseen about the size and composition of the 
markets of the ‘Sixties? 

Already the groundwork has been laid for many of 
these markets. Some are virtually assured by events 
which have been taking place. Probable continuations 
of long-run trends sketch in more details. Thus, a pattern 
emerges from which to visualize the 1960's. 


Rising Expenditures 


Consider first the size of future markets. For one 
thing, there will be more customers than ever before. 
The population of the U.S. will pass the 180 million mark 
in 1960 and continue to mount rapidly. 

In the coming decade, the increase in our population 
promises to be at least as large as the record increase 
of the past ten years. That would be 28 million, almost 
half again as many people as were added during the 
1940's and three times as many as in the 1930's. Indeed, 
the gain in our population in the next ten years would 
equal the total population of the U.S. 100 years ago. This 
means that, due to population growth alone, consumption 
could increase by at least 16% in the next decade. With 
the birthrate maintained at its current level or advanced 
slightly, the increase would be closer to 20%. 

In addition, a continued rise in the standard of living 
should expand consumer markets still more. The extent 
of this additional demand is difficult to predict. If it 
should run at about the average for the past decade, 
total consumer markets (in real terms) would be 35-40% 
larger by 1970. But with even a fractional rise in the 
growth rate, the increase could approach or surpass 50% 
in ten years. 


However, it is not the growth of total demand but 
rather its dramatically altered composition which will 
have the greatest impact on many products. Chief 
among the causes of this alteration will be the sharply 
shifting age structure of the population. The deep swing 
in the birthrate — down to its low in the 1930's and then 
up to a high plateau maintained to the present — has 
resulted in widely differing numbers of people in suc- 
cessive generations. This will cause marked changes in 
the number reaching specific ages. In effect, some age 
groups will “grow” much faster than others. 

Never before has the U.S. experienced such a tremen- 
dous swing. Only now are the full implications becoming 
apparent. The scant generation of the 1930's will con- 
tinue in short supply as it progressively ages. It will be 
succeeded in each age bracket by the overwhelming 
postwar generation. Every market must plan for the 
double adjustment. 


Boom in Young People 


During the coming decade, by far the most rapid in- 
crease will take place in the 15 to 29 age brackets. In 
1960, there will be less than 36 million people in these 
ages. By 1970, the number will have shot up a startling 
50% to a total of over 50 million. The big jump in the 
number of teenagers will take place in the early part of 
the ‘Sixties: after 1965, the greatest gain will come in 
the 20 to 24 group. The table below shows the percent 
increase in each group over the 5-year spans: 


1960-65 1965-70 


In no other age brackets could an increase have a more 
dynamic effect on the economy. For one thing, these 
Continued on following page 
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are naturally high activity, high demand ages. Moreover, 
it is at this stage that many important life thresholds are 
usually crossed: 


e By the time they are 25-29, 89% of all women have 
been married. And the trend is toward younger mar- 
riages. In 1940, only 77% of the women in this age 
group had been married. 


e There has been a rapid increase in the proportion 
of young people who establish separate households. 
People under 30 now head 7 million households. 


e Nearly 85% of all babies now born have mothers 
in this age bracket. The women who are now between 
25 and 29 have already given birth to an average of 
nearly two children each. In 1940, the average was 
closer to one child. 


All this will have a decisive influence in terms of demand 
for consumer products. 


Teenage markets will be emphasized in the next few 
years. Food stores and eating places will benefit. Cloth- 
ing, especially for girls, will gain. Records, sporting 
goods, entertainment admissions, writing supplies and the 
telephone will be in demand. The family may redecorate, 
add new carpeting, perhaps buy a TV set, but, in general, 
they will spend less than average on furniture and appli- 
ances. A second car may be in the budget — or the teen- 
ager may buy one himself — but, in any case, payments 
for car maintenance and insurance will go up. These mar- 
kets will be sustained even beyond the coming decade. 


Marriages will increase sharply as the mid-1960's 
approach. In the years between now and 1962, there 
may be a temporary lull in household formations be- 
cause there will be fewer women of marriageable age 
who are not already married. But, if everything goes 
according to schedule, marriages should begin to edge 
up around 1962. By the latter half of the decade, a new 
boom in marriages and births could well be under way. 
These events will generate demand for many goods 
which otherwise would not be purchased. It has been 
estimated that the average wedding means about $1,000 
of additional business, the average new household set up 
about $3,000 and the average baby born another $1,000. 


Young couples will take over the limelight toward the 
end of the Sixties. These couples, under 30 years of age, 
are the backbone of the market for consumer durables. 
Their expenditures are 27% above average for automo- 
biles, 36% for housing and slightly more for major appli- 
ances, and a tremendous 75% above average for furniture, 
TV, radios and phonographs. No other age group ap- 
proaches this record. In order to increase their stock of 
assets, those under thirty are apt to budget carefully 
their expenditures for food, clothes, drugs, spectator fees 
and other consumption. 


People 65 and over, at the other end of the age scale, 
will probably be the next most rapidly expanding group. 
They will number 20 million by 1970, up 24% in the 
decade. Moreover, the number of households headed by 
people in this age group will probably increase at an 
even faster rate as these older people maintain their own 
homes rather than live with their children as was the 
case in former years. This group too has a highly dis- 
tinctive spending pattern. Over 64% own their homes and 
so spend less on housing. They tend to stay at home and 
center their interest in it, spending a smaller proportion 
of their income on automobiles and spectator fees; more 
on TV sets, radios and phonographs, tools and home dec- 
orating materials. Also they spend a higher than average 
proportion of their income on food and medicine. 


High Consumption, Low Savings 


How much effect will the larger proportions of young 
and older people have on total consumer spending? These 
fast-growing groups, now 30% of the population, will be 
35% of the population in 1970. But their share of consumer 
markets, now over two-fifths, may well increase faster: 


e Part of the explanation is that demands per person 
are higher at some ages than at others. Teenagers, for 
example, consume twice as much as children of ele- 
mentary school age. This should more than offset the 
fact that older folks have fewer demands than younger 
adults. 


e Much of the difference, however, is due to the fact 
that both young couples and those over 65 typically 
save less of their incomes. Actually, as the chart shows, 
young people spend a good deal more than they earn! 
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These variations are part of a life cycle pattern. One 
theory is that spending is geared not to current income 
but to something called “permanent income.” That is a 
combination of current income and the prospects for the 
foreseeable future. Thus, young people, who expect 
rising future income, save less and use credit more. The 
middle age bracket families pay off their mortgages and 
other debts and add to their savings. Figures show that 
the most rapid accumulation of savings takes place be- 
tween age 35 and 55. Then, after retirement most families 
spend almost all of their income, and even in some cases, 
part of their past savings. In this way, an income “hori- 
zon” tends to even out a family’s standard of living over 
the family’s lifetime. 

Given this life pattern of spending and the peculiar 
growth of age groups in the 1960's, another implication 
becomes apparent. The age structure of the population 
in the coming decade will be relatively unfavorable to 
individual saving in thrift institutions. The high-saving 
35 to 55 age group will be only 3% larger by 1970. And 
the group which ranks second highest in saving, those 
between 55 and 65, will increase by only 18% — less than 
half as fast as the high-consumption young people. Thus, 
it is clear that the volume of personal savings may not 
rise as much with the increase in incomes as has normally 
been the case in the past. 


Emphasis on Quality 


Still other factors, less easy to document but no less 
real, will alter consumer markets and our way of life in 
the 1960's. Greater emphasis on quality, for example, 
may be one of the keynotes to future merchandising. 

The higher average level of education in the U.S. is 
altering consumers’ tastes. Figures show that those with 
more education tend to buy the better quality products 
and those which provide the amenities of life. Sales of 
such things as records, home art courses and exotic foods 
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gain. So do sales of wall-to-wall carpeting, fine china and 
glassware. And as the level of education rises, the desire 
for still more education both for the individual himself 
and for his family seems to grow, thus ensuring a con- 
tinuation of the process. 

The emphasis on quality is also reinforced by our high 
and rising standard of living. One place this shows up is 
the ever-greater importance of the replacement market. 
As more and more people come to own the standard ap- 
pliances, greater attention will have to be devoted to the 
twin attributes of innovation and quality. 


New Pattern of Life 


Finally, our high standard of living, combined with in- 
creased leisure, is making it possible for Americans to 
spend more time enjoying life. This fits in with the new 
philosophy which individuals have been gradually de- 
veloping. The routine of living is being taken care of 
as efficiently as possible. With the products now available 
— and even more so with the new things scheduled to be 
on the market soon— keeping up with daily tasks is 
becoming less and less of a life-filling occupation. Recrea- 
tion, therefore, is no longer a sideline; it is being inte- 
grated into the new way of living. Family-centered or 
self-developing leisure activities are now taking an in- 
creasing amount of time and creating new markets. 

All together these trends add up to a two-pronged 
challenge which firms marketing consumer products will 
have to meet in the coming decade. First is the problem 
of adjusting production to fill the growing and shifting 
demand. Second is the broad merchandising problem 
which is presented by the increasing number of young 
people (who have not yet acquired a set pattern of spend- 
ing or brand loyalties ), the growing fund of discretionary 
dollars, the rising importance of both the replacement 
and luxury markets and the bewildering variety of prod- 
ucts for sale. Yet, by the same token, the 1960's offer 
opportunity in a market larger, broader and deeper than 
ever before. 
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Historically, major price upheavals have been associated with war and its aftermath. All major wars, except the most recent, 

have been followed by sharp declines. For the most part during peacetime, prices, as measured by the wholesale price index, . 
have been relatively stable or falling. However, there have been periods of peace, such as the early 1900’s, when the wholesale a 
price index did rise. , 


TWENTY YEARS OF RISING PRICES 
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Farm prices are typically more volatile than industrial Food prices, reflecting shortages, rose sharply during . 
prices, mainly because farm output cannot be adjusted World War Il. After the war, retail food prices continued s 
quickly to changes in demand. During World War Il, to rise as increased packaging and built-in services 
farm prices rose more rapidly than other prices, but for more than offset declining farm prices. Service prices 
most of the postwar period they have declined. (rent, medical care, public transportation, etc.) were 
held back during the war, but have risen most rapidly 
in the postwar period. 
DATA: DEPARTMENT OF LABOR, DEPARTMENT OF COMMERCE AND 
THE AMERICAN ASSEMBLY, COLUMBIA UNIVERSITY 


ors 
ae LONG-RUN PRICE MOVEMENTS 
= 
0 
3 
1749 
‘ 
Srey se 1939 1947 1959 1939 1947 1959 
JULY JULY 


PRICE TRENDS 


POSTWAR RECORD 


CONSUMER PRICES 
Percent Changes 


1947- 1952- 1955- 


July 1958- 
July 1959 1955 1958 


July 1959 


All items 30.8% 9% 7.9% 8% 
Food 245 — 3.2 85 —1.9 
Apparel 10.7 — 2.0 3.2 J 
Rent 41.9 10.5 5.7 1.3 
Gas and Electricity 22.4 5.9 5.7 2.1 


Private Transportation 471.9 —23 10.8 4.6 
Public Transportation 119.2 17.1 13.5 2.5 


Medical Care §9.1 9.2 13.0 41 
Personal Care 34.5 3.2 11.5 1.9 
Reading and Recreation 247 — 4 9.5 2.1 


Postwar consumer prices have been marked by the 
steady upward climb of service prices. The over-all 
consumer price index has at times been held down by 
declining food and steady commodity prices. In recent 
months, a seasonal rise in food prices has given an 
upward impetus to the index after a year of over-all 
stability. 


INDUSTRY CHANGES IN PRICES AND WAGES 
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Price and wage increases differ by industry. However, 
the greatest price rises are not always associated with 
the largest industry wage gains. The rate of productivity 
improvement and supply and demand conditions also 
influence industry price structure. 


120% 


INDEX, 1947-49=100 160 

CONSUMER VS. 
150 

CAPITAL GOODS PRICES rot 
/ 4140 
PRODUCER 
FINISHED GOODS /, 

(MOSTLY st CONSTRUCT 10N130 


costs 


CONSUMER 
DURABLES 


CONSUMER NONDURABLES 
(Ex. Fooo) 


1947 1949 1951 1953 1955 1957 1959 


Increased construction costs and rising prices of pro- 
ducer finished goods have contributed to the postwar 
rise in the costs of new plant and equipment. In con- 
trast to the step-like rises in prices of capital goods and 
consumer durables, prices of consumer nondurables 
have moved more gradually. 


PRICES AND UNIT LABOR COSTS 
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When wage rates rise more than productivity, unit labor 
costs are pushed up. An increase in unit labor costs 
can be met by a rise in prices or a reduction in profits. 
Although year-to-year changes may not correlate, the 
rise in unit labor costs and wholesale prices of finished 
goods has been the same over the years. 
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Plywood branches out 


...and commercial banks help extend its usefulness 


In homes and buildings. On 
walls, floors and boat hulls. 
Even in tiny tree houses ply- 
wood proves its strength, dis- 
plays its beauty. 


And America’s commercial 
banks help make it one of the 
most useful materials of mod- 
ern times. 


Loans from banks help fell 
and transport trees. They pro- 
vide cash for machinery to 
peel logs down to supple ve- 


neers, and cross-bond them 
into rugged plywood panels. 
And a good many times it’s a 
bank that helps put plywood, 
plain and fancy, in lumber- 
yards where people can pick 
and choose. 


Loans are the thing. But 
along with them goes some- 
thing harder to see, but just 
as important. It’s dependable 
banking service backed up by 
wise financial counseling. 


As the leading lender to 
business and industry, The 
Chase Manhattan Bank of 
New York is proud of com- 
mercial banking’s contribu- 
tion to agricultural and in- 
dustrial progress. 


THE 
CHASE 
MANHATTAN 
BANK 


Chartered in 1799 


Member Federal Deposit Insurance Corporation 
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